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COMPANY PROFILE 


Total Petroleum (North America) Ltd. is a growing 
petroleum company active in exploration and produc- 
tion in Canada and the United States, and refining and 
marketing in the mid-continent U.S. 


TOTAL commenced operations in the mid-1950’s de- 
veloping oil and gas production in western Canada. 
Through the merger with Leonard Refineries, Inc. of 
Alma, Michigan in 1970, operations were expanded into 
the U.S. to include refining and marketing as well as ex- 
ploration and production in Michigan. U.S. oil and gas 
production and reserves increased significantly in 1976 
with the acquisition of Hanover Petroleum Corporation. 


The acquisition of Apco Oil Corporation’s Arkansas 
City, Kansas refinery and associated pipelines and termi- 
nals in 1978 will more than double TOTAL’s refining 
capacity in the U.S. while the purchase of Apco’s Ca- 
nadian oil and gas producing properties in late 1977 
increased the Company’s Canadian production and re- 
serves by about 10%. TOTAL plans to continue expand- 
ing its operations in North America through capital 
expenditures and acquisitions. 


Highlights 


OPERATING 
Crude oil production (barrels per day) (i) 


Natural gas sales (thousands of cubic feet per day) (i) . 


Proven crude oil reserves (barrels ) 
Proven gas reserves (thousands of cubic feet) . 
Crude oil refined (barrels per day) 

Refined product sales (barrels per day) . 


FINANCIAL 
(U.S. Dollars) 


Total revenue . 

Net earnings ae: 
Bammines pemshare. 2 4.) #4 
Funds provided by operations (ii) . 
Capital expenditures (iii) . 
Shareholders’ equity 

Total assets 


(i) Includes Hanover Petroleum Corporation’s average daily production for full year in 1977 and for eight months in 1976. 


1977 


9,744 
44,370 
36,790,000 
250,249,000 
41,074 
48,997 


$349,469,000 
14,964,000 
1L7 
41,657,000 
40,298,000 
131,017,000 
351,190,000 


TOTAL. 


1976 


9,711 
43,130 
38,503,000 
244,400,000 
38,520 
47,754 


$298.718,000 
10,446,000 
&p 
32,433,000 
34,521,000 
117,144,000 
264,871,000 


(ii) Net income plus income charges not affecting working capital in the year. Refer to Consolidated Statement of Changes in Financial 


Position for other sources and uses of funds. 


(iii) Excludes acquisition of Hanover Petroleum Corporation in 1976 and certain assets from Apco Oil Corporation in 1977. 
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To Our 
Shareholders: 


For Total Petroleum (North Amer- 
ica) Ltd., the year 1977 was high- 
lighted by the continuation of a 
vigorous trend of growing earnings 
and cash flow, and by a new major 
acquisition. 


TOTAL’s 1977 results are sum- 
marized on the accompanying 
graphs and on the previous page. 
The most significant yardstick of our 
performance, funds provided by 
operations, increased to $41,657,- 
000, up 28% from $32,433,000 in 
1976. Net income increased to $14,- 
964,000, or $1.17 per share, up from 
$10,446,000, or $0.82 per share, in 
1976. 


In view of the steady improvement 
of our earnings over the past several 
years, and because of our confidence 
in maintaining a positive trend, we 
initiated a cash dividend on our 
common shares at the end of 1977. 


During 1977, one year after the 
acquisition of Hanover Petroleum 
Corporation for $47 million in 1976, 
TOTAL took another major step to- 
ward significant expansion of its 
assets. On August 19, 1977, TOTAL 
agreed to purchase a portion of the 
assets of Apco Oil Corporation for 
$65 million subject to certain adjust- 
ments, plus inventories and receiv- 
ables at the closing. This transaction 
is part of a plan of liquidation of 
Apco. The purchased assets include 
Apco’s Arkansas City, Kansas re- 
finery and its associated pipelines 
and terminals, and also Apco’s Ca- 
nadian oil and gas producing prop- 
erties. The Canadian producing 
properties were acquired on Decem- 
ber 20, 1977, and have increased 
our Canadian reserves and produc- 
tion by about 10%. The purchase 
of the USS. refinery, pipelines and 
terminals suffered considerable de- 
lay caused by administrative pro- 
cedures of the Department of Energy 
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and could not be completed by the 
end of 1977. This acquisition will 
more than double TOTAL’s refining 
capacity, expand our market into ten 
additional mid-continent states, and 
enhance the flexibility and efficiency 
of our overall crude oil supply and 
product distribution systems. The ef- 
fects of this major acquisition will be 
seen in 1978 and increasingly in 
future years. 


Apart from the Apco acquisition, 
TOTAL continued an aggressive 
capital expenditure program in 1977, 
amounting to $40.3 million versus 
$34.5 million in 1976. Approxi- 
mately two-thirds of the 1977 total 
was spent for exploration and devel- 
opment of oil and gas. Greater rela- 
tive emphasis was placed on refining 
and marketing than in previous 
years, reflecting the nearly completed 
upgrading program of the Alma 
refinery. 


In 1978, capital outlays for our 
expanded operation are expected to 
again exceed levels of the previous 
year, and follow a similar pattern of 
distribution among various activities. 

* * * * 


The increase in TOTAL’s 1977 
cash flow, that facilitated our record 
capital expenditures, resulted from 
improvements in each of our three 
major operating areas: 


* Canadian oil and gas production 
* US. oil and gas production 
* U.S. refining and marketing 


These three profit centers contributed 
approximately equal shares to our 
total 1977 operating cash flow. 


The analysis of the 1977 cash flow, 
compared to 1976, is detailed in the 
“Management Discussion and Anal- 
ysis” section of this report. The 
operational and economic factors af- 
fecting cash flow in 1977 and future 
years are described in the “Explora- 
tion and Production” and “Refining 
and Marketing” sections respectively. 
The factors discussed below are of 
particular significance. 


In Canada, current increases in 
cash flow primarily reflect the suc- 
cessive price increases granted by the 
government. Because of oil proration 
and temporary lack of market for 
additional gas, production volumes 
do not reflect TOTAL’s full poten- 
tial, nor the additions to this poten- 
tial resulting from 1977 gas dis- 
coveries. 


For the longer term, an aggressive 
land acquisition program in Alberta 
and British Columbia has consoli- 
dated our previously strong land 
positions in areas which have re- 
cently shown great promise, such as 
the Elmworth area of northwestern 
Alberta. We plan to increase our ex- 
ploration expenditures in these areas 
and are confident that these actions 
will result in increased gas reserves 
and production, and increased cash 
flow within the next few years. It is 
reasonable to expect that discovery 
of substantial new reserves by the 
industry, and construction of the pro- 
posed Alaska-Canada natural gas 
pipeline will stimulate the develop- 
ment of new markets, particularly 
additional exports to the U.S. 


In the U.S., the increase of cash 
flow from production primarily re- 
flects the acquisition of Hanover 
Petroleum on April 30, 1976 and, 
to a lesser extent, the continued up- 
ward trend of our Michigan produc- 
tion. The maintenance of our U.S. 
production and income requires a 
high level of drilling activity, financed 
by our own resources, and further 
leveraged by public drilling programs 
which Hanover Petroleum continues 
to sell and manage. The cost of find- 
ing and developing a barrel of oil, or 
a thousand cubic feet of gas, in the 
continental U.S. has increased sig- 
nificantly in recent years. The rela- 
tionship of finding costs to current 
and projected wellhead prices re- 
quires close attention, in order to 
secure a Satisfactory return on our 
exploration investment. 


Cash flow from refining and mar- 
keting operations increased substan- 
tially in 1977, reflecting the initial 
effects of the Alma refinery upgrad- 
ing program, improvement in our 
crude supply pattern, and continued 
streamlining of our marketing chan- 
nels. The 1977 cash flow also reflects 
exceptionally good margins during 
the first half year, in the wake of the 
severe 1976-1977 winter. Margins 
gradually diminished toward the end 
of the year as temporary product sur- 
pluses developed. This serves as a re- 
minder that refining and marketing 
margins and cash flow will always 
remain subject to short-term up- 
ward or downward fluctuations, re- 
flecting short-term supply-demand 
relationship and, in recent years, dis- 
tortions caused by government 
regulations. 


During 1977, TOTAL made sub- 
stantial commitments to the future in 
refining and marketing operations. 
These include: 


* the nearly-completed $13 million 
upgrading program of the Alma re- 
finery 


¢ and of even greater impact, the 
agreement to acquire Apco’s 46,000 
BPD refinery located at Arkansas 
City, Kansas and its associated pipe- 
lines and terminals. 


These commitments were based 
on our belief that there is good long- 
term profit potential for refining and 
marketing in the United States. The 
demand for petroleum products, in- 
cluding gasoline, will continue at 
current or somewhat higher levels 
for many years to come, even with 
ambitious conservation goals. Na- 
tionwide, refining capacity is below 
demand, unlike Canada, Western Eu- 
rope and Japan. Construction of new 
refineries in the U.S. is severely in- 
hibited by environmental regulations 
and inflation. Existing refineries with 
modern facilities, connected to effi- 
cient crude supply and product 
distribution systems, serving ap- 
propriate marketing channels, and 
properly managed, are bound to be 
competitive and profitable in the long 
run. We believe this to be the case for 
both the Alma and the Arkansas City 
refineries in their respective regional 
markets. Confidence in the ability of 
our operating management, and of 
Apco’s operating management to be 
hired by TOTAL, was also a major 
factor in our decisions. 


* * * * 


For TOTAL to carry out its cur- 
rent and future plans, adequate fi- 
nancial resources are required. We 
rely primarily on internally generated 
funds to finance capital expenditures 
associated with current operations. 
Thus, an important corporate objec- 
tive is to continue to increase funds 
provided by operations. In addition, 
the acquisition of assets that add to 
our existing strength is another per- 
manent objective. We believe that 
such acquisitions can and should be 
financed by debt. This was the case 
with Hanover Petroleum and will be 
the case with the Apco assets. 


Financial flexibility and a strong 
balance sheet are required to sustain 
a two-pronged policy of growth 
through vigorous capital expendi- 


tures and continued acquisitions. It 
was to enhance this flexibility, with a 
view to future developments, that we 
recently announced a proposed com- 
mon share offering. TOTAL’s major 
financial goal remains to increase the 
real net worth of the Company 
which, together with the recently 
initiated dividend policy, should 
provide its shareholders with an at- 
tractive total return on their invest- 
ment. 


* * * * 


All our actions and decisions are 
taken against a background of gov- 
ernment policies and regulations 
which are often unpredictable, and 
sometimes inconsistent, thereby add- 
ing another dimension of risk and 
uncertainty. At the present time, this 
is particularly true in the United 
States where the President and the 
Congress have not yet formulated 
new energy legislation, after one year 
of debate. 


In contrast, Canadian government 
policies have been more consistent 
and realistic over the past two years. 
The announced policy of gradually 
increasing oil and gas prices to world 
levels has contributed to renewed 
confidence and aggressiveness on the 
part of exploration companies in 
Canada, including TOTAL. 


The energy scene in North Amer- 
ica continues to be dominated by the 
challenge towards greater self-suffi- 
ciency. In spite of growing, and often 
counter-productive government in- 
terference, the challenge will have to 
be met by private industry in an en- 
vironment which remains very open 
and competitive by today’s world 
standards. TOTAL is a relatively 
small company in North America. 
Our recent history has shown that 
opportunities exist, for a company 
our size, to successfully play its part. 
We will continue to look for such 
opportunities, recognize them, and 
use all of our talents and abilities to 
develop them for the benefit of our 
shareholders. 


On behalf of the Board of Directors, 


Philippe Dunoyer, President 
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Management Discussion 
and Analysis 


The discussion which follows includes a brief description 
of significant factors affecting the Company’s operating 
results. The Summary of Operations appearing on pages 
18 and 19 of this report provides operating and financial 
information for the last five years and should be read in 
conjunction with this discussion. 


The Company has two operating divisions—Explora- 
tion and Production operates in Canada and the United 
States, and Refining and Marketing operates in the 
United States. The Summary of Operations presents 
funds provided by operations and a summary of earnings 
with details for amounts directly attributable to the divi- 
sions. Certain administrative expenses and certain 
amounts included in the other income account are in- 
curred at the corporate level and, accordingly, are not 
allocated to the divisions. Interest and income tax ex- 
penses are also not allocated. 


Exploration and Production 

Funds provided by operations of the Exploration and 
Production division increased in each of the years pre- 
sented in the Summary. Increasing prices and, in the 
two most recent years, the acquisition of Hanover 
Petroleum Corporation have been the primary contribut- 
ing factors to this trend. 


On April 30, 1976 the Company acquired Hanover 
Petroleum Corporation. More than half of the increase 
in funds provided by the Exploration and Production 
division in both 1976 and 1977 resulted from the inclu- 
sion of Hanover’s activities in those years. 


In early 1977, the Canadian federal government an- 
nounced its intention to allow the wellhead price of crude 
oil to increase $1.00 per barrel on each July Ist and 
January Ist until January 1, 1979. The July 1, 1977 and 
January 1, 1978 increases have been implemented. 
Natural gas prices have increased proportionally. These 
increases result from the government’s energy strategy 
of gradual adjustment of crude oil prices to world levels, 
and an adjustment of gas prices to their energy equiva- 
lent. Though oil and gas producers have received only a 
portion of the benefits from the price increases due to 
increased royalties and taxes payable to the federal and 
provincial governments, the increases have generated 
significant additional funds. 


As a result of regulations of the United States federal 
government, the Company’s average sales price for 
crude oil in 1977 was approximately the same as the 
prior year. Prices for a substantial portion of the pro- 
duction were decreased in early 1977, but allowed to 


return to former levels later in the year. Increases in the 
sales prices of natural gas in 1977 accounted for most of 
the increase in sales revenue due to sales prices. A 
majority of the Company’s U.S. natural gas production 
is exempt from federal price controls but subject to sales 
contracts. Prices have increased as allowed by escalation 
provisions in the agreements and as contracts expire. 


Excluding the effect of Hanover, sales quantities have 
had much less impact on the increases in funds provided 
from operations than have sales prices. Canadian pro- 


Funds provided by operations in 1975 
Increase (decrease) in 1976 due to: 
Increased sales revenues (net of royalties) due to: 
Sales quantities 
Sales prices . 
Other income . 


Increased operating and administrative expenses 
Total increase . eS eee 
Funds provided by operations in 1976 . 
Increase (decrease) in 1977 due to: 
Increased sales revenues (net of royalties) due to: 
Sales quantities 
Sales prices . 
Other income . 


Increased operating and administrative expenses . 
Total increase . 


Funds provided by operations in 1977 . 


Depreciation and depletion attributable to the Explor- 
ation and Production division increased by $5,053,000 
and $3,772,000 in 1976 and 1977, respectively. This 
expense increases as production quantities and capital 
costs increase. Depletion expense also is affected by the 
higher cost to find and develop mineral reserves. The 
acquisition of Hanover and the resulting increase in facil- 
ities, production volumes and depletion rate per barrel 
caused a substantial portion of the large increase in 1976 


duction volumes have suffered from curtailments re- 
quired by provincial proration programs in recent years. 
During 1976, and to a lesser extent 1977, the Company’s 
Michigan production increased substantially but the in- 
creases represent a small percentage of the total produc- 
tion volumes. 


The following table is an analysis of the increases in 
funds provided by the Exploration and Production oper- 
ations in the two most recent years (in thousands of 
Us. dollars): 


US: 
(Excluding 

Canada Hanover ) Hanover Total 
$ 9,492 $ 2,903 $ = $12,395 
(340) 2,343 10375 125378 
S| L313 = 4,484 
— = Dl 2 
2,831 3,656 10,626 (7a IB) 
(446) (823) (37503)) (4,772) 
2355 2,833 Tel23 12,341 
DieSdu. D130 23 24,736 
329 i102 3,900 5233.1 
jasapa| 484 1,736 4,441 
_ = 133 W338) 
Pesyes0) 1,586 5,769 9,905 
(381) (649) (GREED) (SEND) 
2,169 937 4,188 7,294 
$14,046 $ 6,673 Shes tl $32,030 


and a lesser increase in 1977. Depletion expense for 
1977 was recorded at $2.28 per equivalent barrel of 
production. The 1976 rate was $2.06. This rate is com- 
puted by dividing proven reserves into the accumulated 
undepleted cost of exploration, development and reserve 
acquisitions. Natural gas reserves are included in the 
calculations by converting cubic feet to oil barrel equiva- 
lents based on their relative sales values. 


Refining and Marketing 

Funds provided by Refining and Marketing operations 
have varied widely over the years, principally because of 
changing margins. During the last five years prices for 
crude oil and other materials for the entire industry have 
moved progressively upward. The market conditions for 
refined products, however, fluctuated during the period, to 
a large degree because of extensive government regulation. 


During 1975, 1976 and 1977 gasoline margins, based 
on the average manufactured cost for all refined products, 
have been reasonably stable. This has not been true for 
other refined products. The decrease in funds provided 
from Refining and Marketing operations in 1976 was 
substantially caused by the depressed market prices for 
asphalt and residual fuel during 1976 relative to 1975. 


The increase in funds generated from operations in 
1977 resulted from four basic operating improvements. 
First, during 1977 the refinery operations began to reflect 
the results expected from the $13 million refinery im- 
provement program. The refinery yield of gasoline was 
increased over 1976, while the yields of asphalt and 
residual fuel were decreased. Second, heating fuel mar- 
gins, which improved during the winter of 1976-1977, 
remained high throughout 1977. Third, the margin rea- 
lized on products which the Company purchases and 
resells was greater in 1977 than in 1976. Fourth, con- 
tinued operating improvements in the company-operated 
service station network resulted in an increase in funds 
provided from this source in 1977. 


The following table provides details of the increase or 
decrease in funds provided by the Refining and Market- 
ing division for 1976 and 1977 (in thousands of U.S. 
dollars): 


Funds provided by operations in 1975. 


Increase (decrease) in 1976 due to: 
Increased revenues— 

Increased sales through company- 
operated service stations due to: 
Sales quantities 
Sales prices . 

Other sales increases due to: 
Sales quantities 
Sales prices . 

Other income . 


Increased cost of purchased crude oil, 


products and merchandise due to— 
Purchase quantities . 
Purchase prices 


Increased operating, marketing and 
, administrative expenses— 


Direct expenses at company- sae 


service stations 
Other . 


Total decrease . 
Funds provided by operations in 1976 
Increase (decrease) in 1977 due to: 
Increased revenues— 
Increased sales through company- 
operated service stations due to: 
Sales quantities 
Sales prices . 


Other sales increases (decreases) due to: 


Sales quantities 
Sales prices . 
Other income . 


Increased cost of purchased crude oil, 
products and merchandise due to— 
Purchase quantities . 
Purchase prices 


Increased operating, marketing and 
administrative expenses— 
Direct expenses at company- 
operated service stations 
Other . 


Total increase . 


Funds provided by quaniion ty in 1977 


$16,756 


12,945 
4,172 


4,519 
OTS: 
15592 
32,961 


(15,218) 


(18,450) 
(33,668) 


(2,097) 
(1,320) 


_(3,417) 


(4,124) 


125652 


LOSS 
67919 


(1356) 
25,020, 
(707) 


40,956 


(3,492) 
(253/56) 


(29,228) 


(9295) 


(5,818) 
(6,747) 


4,981 


$17,613 


The changes in revenues and expenses for company- 
operated service stations are segregated in the above 
table due to the growing importance of these operations 
over the two-year period and because of the resulting 
impact on operating expenses. The majority of these 
increases are related to the program to convert Detroit 
service stations to high volume, gasoline-only outlets. 


Operating, marketing and administrative expenses, 
other than those associated with company-operated 
service stations, increased by 4% in 1976 and 17% in 
1977. Increases in refinery energy cost accounted for 
approximately one-half of the 1977 and essentially all 
of the 1976 increase primarily because of operating cer- 
tain of the refinery units at greater severity to obtain 
higher yields of gasolines. 


General 

Interest income from short-term investments increased 
in 1976. The 1976 increase in interest expense, and to a 
lesser extent 1977, reflects the approximately $47 million 
of new debt incurred in connection with the acquisition of 
Hanover. Interest expense also increased as borrowings 
were completed in 1977 in anticipation of the acquisition 
of certain assets from Apco Oil Corporation. The pend- 
ing acquisition also caused increases in unallocated ad- 
ministrative expense. 


Income tax expense tends to vary directly with net 
income before deduction for income tax expense. The 
Canadian effective tax rate decreased in 1977 after a 
similar decrease in 1976 from the 1975 rate. Investment 
tax credits in the United States increased in 1977 over 
1976. 


Market and Dividend Information 

The principal markets for each class of the Company’s 
securities entitled to vote at the Annual Meeting are the 
Toronto Stock Exchange in Canada and the American 
Stock Exchange in the United States. A dividend of 
17%2¢ (U.S.) per share was paid on the Preferred Series 
A shares for each quarterly period within the two most 
recent fiscal years. A quarterly dividend of 5¢ (Can.) 
per share on Common shares was declared in 1977 for 
payment in 1978. The high and low sales prices of the 
Common and Preferred Series A shares of the Company 
during each quarterly period were as follows: 


Quarter 

Toronto Stock 1 5 3 i 
Exchange (Can. $) —— —-- — — 
Common (TPN) 

High 6% 8 8 Th 
1976 Tow 5 6% 6% 5 
1977, High 8% 95% 10% 13 

Low 61% 6% 844 84% 
Preferred Series A 
(TPN.PR.A) 

High 14% 16 16 15% 
1976 1 ow 11% 12% 12% 11% 
1977 High 17 20% 22V, 25% 

Low 14% 14% 17% 1814 
American Stock 
Exchange (U.S. $) 
Common (TPN ) 

High 6% 84 814 71% 
1976 Tow 4%, 6% 6% 5% 
1977 High 8% 91%4 10'14 11% 

Low S% 614 71% 7T¥% 
Preferred Series A 
(TPN.PR.A) 

High 13% 164 16% 15% 
1976 Low 10% 12% 13 11% 
1977 High 17 1914 21% 23% 

Low 13% 13% 16 16% 


p, 
i Mi Ay ” 


Exploration and Production 


1977 was a very active and successful year for TOTAL’s 
exploration and production operations. Cash flow from 
production was a record $32 million, up 30% from 1976. 
The 1977 drilling program was the largest ever under- 
taken. Capital expenditures for exploration and develop- 
ment were $27 million and, when added to the $5.4 
million of public drilling programs raised by Hanover 
Petroleum, the Company’s exploratory and development 
exposure was well in excess of $30 million. TOTAL par- 
ticipated in the drilling of 237 wells (119 exploratory and 
118 development wells). This activity resulted in the 
discovery of 72 oil wells and 44 gas wells. Average daily 
production during the year was 9,744 barrels of crude 
oil and 44,370 MCF of gas which represents a slight in- 
crease for both oil and gas over 1976. 


Canada 

The Company’s exploratory activities in Canada during 
1977 were selectively concentrated in areas where a rapid 
to medium-term return might be expected and, of course, 
in those areas where TOTAL has a strong land position. 
The 44 wells drilled in western Canada resulted in 17 
gas and 3 oil discoveries (see Drilling Activity table). 
Our major objectives have been the shallow Cretaceous 
gas reservoirs in east central Alberta and the Peace River 
Arch, the oil bearing Granite Wash in the Utikuma area 
and the Mesozoic/Paleozoic gas reservoirs in west 
central Alberta and British Columbia. This last area is 
known as the Elmworth area. 


Elmworth attracted considerable industry attention 
during 1977. The area, which covers about 700 square 
miles, is about 250 miles northwest of Edmonton. A 
detailed map is included in this section. The industry 
experienced a drilling success ratio in the range of 80% 
in the Elmworth area for the year. Land sale prices early 
in 1977 averaged $50 to $150 per acre, but increased 
to over $1,100 per acre later in the year. The industry 
paid the Province of Alberta over $94 million for gas 
rights in this area in 1977. TOTAL has a large land 
position in the Elmworth region (in excess of 66,000 
net acres and over 127,500 gross acres) mostly acquired 
in the late 1960’s at low cost. We have added to our 
acreage position since the end of the year. The Company 
drilled seven wells in the area during 1977 and early 
1978, six of which found gas reservoirs. The wells are 
still in the process of being evaluated. It is premature 
to project ultimate reserves but the potential of the region 
appears to be very good. 


While there is currently a great amount of shut-in 
gas in Alberta and British Columbia, recent economic 


changes and political developments between Canada 
and the U.S. and the pressure of new discoveries might 
be expected to lead to substantial new markets, such as 
exports to the U.S., in the next two to four years. Such 
a development would add materially to TOTAL’s natural 
gas sales. 


We continue to devote a moderate share of our re- 
sources to longer-term ventures. An experimental project 
for in-situ recovery of heavy oil in the North Battleford 
area of Saskatchewan is now in its fourth year. In 1977, 
Saskatchewan Oil and Gas Corporation (Saskoil), which 
is owned by the Saskatchewan Provincial Government, 
joined TOTAL and Texasgulf, Inc., in the project. Each 
participant has an equal one-third interest. The monies 
received from Saskoil for its participation are currently 
being used to winterize the plant and make it a year- 
round operation in order to reach the economic break- 
even point in producing this expensive oil. 


Our second long-term venture, offshore Labrador 
exploration, was at a standstill through all of 1977 be- 
cause of the jurisdictional dispute between the federal 


DRILLING ACTIVITY 
L907 1976 
Exploratory Wells Gross Net Gross Net 
Canada 
Oi. ae Wane ly mes 3: 3 1.16 1 50 
CE Cay Oe 15 4.11 15 6.99 
Dry/Suspended . . . _24 7.89 ols S27 
_42 13.16 st 12.76 
United States 
Oil . 15 1.86 17 3.91 
Gass sprees 2”: 9 1.69 13 3:93 
Dry/Suspended . Tee) 10.37 _56 13.65 
aides HO? 86 21.49 
Total Exploratory Wells 19: 27.08 mY 34.25 
Development Wells 
Canada 
Ole ~ _ 6 1.62 
Gas grad ae 2 1.50 2 30 
Dry/Suspended . = __- _- = 
ma 1.50 8S eZ 
United States 
Oil . 54 TS 44 10.48 
Gas ae 8 he i 4 18 82 18 2.01 
Dry/Suspended . _44 6.40 wy, 4.46 
116 14.35 89 16.95 
Total Development Wells. 118 T5.85. 297. 18.87 
Total Wells . 237 42.93 214 53.12 
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government and the Province of Newfoundland. TOTAL 
is a 5% participant in the Labrador Group. At present, 
it is not possible to predict whether 1978 will witness a 
resumption of meaningful activity in this venture. 


Production of crude oil in Canada decreased slightly 
in 1977 from 1976 due essentially to proration imposed 
by the Canadian government. Gas sales increased ap- 
proximately 11% as previous discoveries were turned 
into production (see Production Statistics table). Net 
revenues from oil and gas increased 18% over 1976. As 
can be seen from the table of Production Statistics, the 
average unit revenue received for crude oil and natural 
gas increased significantly in 1977. However, gross rev- 
enues are reduced by high provincial royalties averag- 
ing close to 40%. The wellhead price of crude oil was 
increased by $.75 per barrel on January 1, 1977 and by 
$1.00 per barrel on July 1, 1977. A further increase of 
$1.00 per barrel became effective January 1, 1978, bring- 
ing the average wellhead price to $11.75 per barrel. 
Additional $1.00 per barrel increases are expected on 
July 1, 1978 and January 1, 1979. Natural gas prices 
increased proportionally and resulted in an average in- 
crease of $.17 per MCF. The government’s policy of 
gradually escalating oil and gas prices to world levels has 
improved returns significantly, encouraged the industry 
and resulted in the expansion of exploratory activities. 


Our remaining oil reserves in Canada at year-end 


were 28.18 million barrels and natural gas reserves were 
190.39 billion cubic feet. At current rates of production, 


PRODUCTION STATISTICS 


these oil reserves represent approximately 15 years of 
production. Gas reserves represent approximately 28 
years of production. The year-end reserves include 
Apco’s Canadian producing reserves which were ac- 
quired on December 20, 1977. Most of the Apco pro- 
ducing properties are located in areas in which TOTAL 
already operates. 


United States 

As indicated in the Drilling Activity table, TOTAL’s ac- 
tivity in the U.S., including wholly-owned Hanover 
Petroleum Corporation, was at a high level. TOTAL and 
Hanover participated in 193 wells during 1977. The 
Company’s exploratory objective in the U.S. continues 
to be prospects offering rapid return with a limited finan- 
cial risk in each individual venture. Hanover’s explora- 
tion activities continue to be essentially in conjunction 
with public drilling programs which Hanover structures, 
markets and manages. These programs offer good lever- 
age for TOTAL’s exploratory exposure in the U.S. 


Our Michigan exploration program continued in 1977 
with 9 discoveries from 18 wells. At year-end 1977, 
TOTAL had interests in 55 producing wells in Michigan. 
Our activity in Michigan’s Niagaran reef play will con- 
tinue at the same level during 1978. Hanover continued 
development of the R.K. Devonian field in Martin 
County, West Texas during the past year. Net production 
to Hanover and its drilling programs is now approxi- 
mately 600 barrels of oil per day. The continuing 
development program in this field, in which our interests 


Crude Oil Production 1977 1976 
(before royalties) Revenue Revenue 
Bbls. BPD per Bbl. (1) Bbls. BPD per Bbl. (i) 
Canada. . . . 1,928,618 5,284 $9.75 1,936,593 5,340 $8.63 
United States (ii) a: 156275932 4,460 $10.48 1,172,109 4371 $10.16 
LOCAL Gr an te awe ky ee Sk 3,556,550 9,744 BeOS N02 9,711 
Natural Gas Sales 1977 1976 
(before royalties) Revenue Revenue 
MCF MCFPD perMCF (1) MCE MCFPD per MCF (1) 
@anad au ee 6,876,228 18,839 Silesul 6,202,447 16,950 $1.14 
United States (ii) ; 9,318,672 25,931 $1.34 OU So5 26,180 Silla 
Ota Senet ot oe. Nae 16,194,900 44,370 13,581,000 43,130 


(1) Average revenue in U.S. Dollars, before royalties, received per barrel or MCF. 


(ii) Includes Hanover Petroleum Corporation for full year in 1977 and for eight months in 1976. Daily rates reflect Hanover rate for eight months 


in 1976. 
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range from 8% to over 60%, will carry through 1978. 
At the Kaplan deep gas prospect in Vermillion Parish, 
Louisiana, another successful gas well, the Broussard 
No. 1, was drilled by Hanover in 1977 and is expected 
to be on stream in early 1978. Two additional wells, with 
objectives in excess of 17,000 feet, are scheduled during 
1978. Due to lack of drilling rigs, no follow-up well was 
drilled to the gas discovery made in early 1977 in Block 
755 in the South Texas offshore waters. TOTAL has a 
10% working interest in this area and another well is 
scheduled for the first half of 1978. A seismic program 
is planned in 1978 on our overthrust belt acreage in 
Wyoming, acquired in 1977 on the trend of recent 
industry discoveries. 


TOTAL’s U.S. production of crude oil increased 39% 
in 1977 over 1976. Gas sales increased 26%. These in- 
creases result primarily from the inclusion of Hanover 
Petroleum Corporation’s production for a full year as 
opposed to eight months in 1976. Based on daily rates, 
crude production increased marginally while gas sales 
decreased slightly (see Production Statistics table). 


“Upper tier” oil represents approximately 80% of 
our production in the U.S. Between January and March 
1977, “upper tier” oil prices were rolled back $.65 per 
barrel. This continued the government’s actions, required 
by the Energy Policy and Conservation Act of December 
1975, which had caused domestic oil prices to be frozen 
on July 1, 1976. The price was finally allowed to escalate 
again in September 1977 and increased $.83 per barrel 
over the last four months of the year. The price of “lower 
tier” oil, which had also been frozen, was allowed to 
increase $.11 per barrel after September. As indicated 
in the table of Production Statistics, these regulatory con- 
straints caused our average unit revenue received for 
crude oil during the year to be almost static compared 
to 1976. TOTAL sells most of its natural gas in the 
presently non-regulated intrastate markets. Average unit 


OIL PRODUCTION 


(Millions of Barrels Per Year) (Billions of Cubic Feet Per Year) 


revenue received for natural gas increased approximately 
21% over 1976. Based upon legislation existing at the 
beginning of 1978, modest price increases in oil and gas 
may be expected during the coming year. 


Our remaining oil reserves in the U.S. at year-end 
were 8.61 million barrels and natural gas reserves were 
59.86 billion cubic feet. At current rates of production, 
these oil reserves represent approximately 5 years of pro- 
duction. Gas reserves represent approximately 6 years 
of production. This illustrates the rapid rate of depletion 
of onshore U.S. fields, and the difficulty of replacing pro- 
duction, in spite of a very active drilling program and a 
reasonable rate of success. However, prices currently re- 
ceived for new oil and new intrastate gas still provide 
an adequate return on our exploration investment which 
is Our main criterion. 


Outlook 

Our exploration program for both Canada and the 
U.S. in 1978 is again an ambitious one with overall ex- 
penditures in the same order of magnitude as in 1977. 
After several years of uncertainty, prospects now appear 
particularly promising in western Canada. TOTAL has 
maintained a strong land position in western Canada for 
many years (see Land Holdings table). This land posi- 
tion, the recent discoveries (particularly in the Elm- 
worth area), the likely prospects of new natural gas 
markets opening up in the near term, and the govern- 
ment’s oil and gas pricing policies all enhance the value 
of our Canadian exploration position. Future years 
should see continuing strong increases in our funds gen- 
erated from Canadian operations. With a relatively small 
and flexible exploration staff, we will continue to be alert 
to new exploration opportunities and attractive potential 
acquisitions in North America. 


NATURAL GAS SALES REMAININGPROVEN REMAINING PROVEN 


OIL RESERVES 
(Millions of Barrels) 


GAS RESERVES 
(Billions of Cubic Feet) 
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CONSOLIDATED LAND HOLDINGS ON DECEMBER 31, 1977 


(Acres) 


British Columbia 

Alberta 

Saskatchewan 

Ontario te ot eee 
Northwest Territories and Arctic 
Labrador (Offshore) 


Canada 


Michigan 

Texas (Onshore) 
Texas (Offshore) 
Louisiana Fl ee 
Rocky Mountain Area 
All Other States 


United States . 
ocala 


76 
3 Ca 77 
- Knopcik 74 
| : 
- | | 73 
| RECENT |TOTAL” DISCOVERIES 
Eo > zy 
| 
| Goodf: 
i* oodtare gz. 72 
| S ‘ 
| oe 
: es 
8 
| 
ae B all 71 
+ # 
+ 
Petroleum and Reservations, Permits 
Natural Gas Leases and Licenses Total 
eGrosse) 7 Net Gross Net SECOSsaae pee Neta 
468,818 156,313 241,140 64,922 709,958 2235 
233,05) 3 665,605 383,304 DS WHY) Gil eo 891,334 
76,031 26,810 3,840 1,280 79,871 28,090 
43,166 21,583 = -- 43,166 21,583 
82,111 54,972 1,079,466 330,995 leeGiles ia 385,967 
= = 28,480,537 1,424,026 28,480,537 1,424,026 
1,904,079 925,283 30,188,287 2,046,952 32,092,366 2,972,235 
449,144 243,941 = = 449,144 243,941 
229,026 44,500 aa = 229,026 44,500 
34,560 3,456 = = 34,560 3,456 
30,752 2,459 = = 8052 2,459 
1,710,376 346,213 = = 1,710,376 346,213 
187,213 87,129 = = 187,213 87,129 
2,641,071 727,698 = = 2,641,071 727,698 
4,545,150 1,652,981 30,188,287 2,046,952 BAS. 45 3,699,933 
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Refining and Marketing 


TOTAL’s refining and marketing operations made a 
sizeable contribution to the Company’s overall success 
in 1977. Cash flow from operations was $17.6 million, 
up 40% from 1976. Crude oil runs at the Alma refinery 
were nearly 15 million barrels for the year, averaging 
41,074 barrels per day which was an increase of 2,550 
barrels per day over 1976. The $13 million refinery ex- 
pansion and modernization program, initiated in late 
1975, neared completion at year-end on schedule and 
on budget. Sales volumes were 751 million gallons, up 
2.3% from 1976. Gasoline sales at company-operated 
stations continued to increase during 1977, both overall 
and on an individual station basis. And, of major sig- 
nificance, the Company entered into an agreement with 
Apco Oil Corporation to purchase Apco’s 46,000 BPD 
refinery located at Arkansas City, Kansas and its asso- 
ciated crude and refined product pipelines and terminals. 


Refining 

While attaining record crude oil runs in 1977, refinery 
operations began to reflect the results expected from the 
$13 million improvement program. The primary objec- 
tive of the program is to increase the gasoline yield of the 
refinery and, thereby, significantly increase cash flows 
from the operation. Completion of the program will raise 
gasoline yield to approximately 65% of crude oil 
charge, compared to historic yields of 50-52%, while 
virtually eliminating production of lower sales value 
residual fuel and asphalt. The Alma refinery, being the 
only sizeable refinery in central Michigan, has a geo- 
graphical advantage to supply a market area in which 
total demand exceeds our refinery production. The in- 
creased gasoline production can be exchanged to supply 
our customers in other areas where we currently pur- 
chase products. 


The major phases of the program, involving the Fluid 
Catalytic Cracking and associated units, were “‘tied-in” 
during the last quarter and helped to improve gasoline 
yield for the year to approximately 54% of crude charge 
versus approximately 52% in 1976. The remaining 
phases of the program, involving the Alkylation unit, 
are to be completed during the first quarter of 1978 and 
gasoline yield for the year is expected to be in excess of 
60%. The upgrading investment will also reduce energy 
consumption by 25%, reduce sulphur emissions below 
regulatory standards, allow the refinery to comply with 
the federally mandated lead-phase-down program and 
increase production of lead-free gasoline in order to 
satisfy increasing market demand. 


Supply 

Competitive crude oil cost is vital to TOTAL. The U’S. 
government’s “entitlements” program, which has the 
objective of equalizing crude oil costs between refineries, 
falls short of that objective. We must therefore con- 
tinually strive to find highly reliable, lower cost, do- 
mestically produced crude oil. The problem has been 
compounded over the past few years by the Canadian 
government’s program of reducing crude oil exports to 
the U.S. During 1973, crude oil runs at the Alma re- 
finery were over 50% Canadian crude oil. Today, we 
are able to operate the refinery at capacity with 100% 
domestic crude oil. But, even though the crude oil 
charge is domestic, it is not at 100% domestic prices. 
Our strategy for solving the dual problem of reduced 
Canadian crude oil supply and high cost other foreign 
crude oil has been three-pronged. First, we have pur- 
chased costly foreign crude oil and have exchanged it 
for domestic crude oil produced close to the refinery. 
Second, we have increased our efforts to make direct 
purchases of domestically produced crude oil. Third, we 
have attempted to direct a greater volume of our own do- 
mestic production to supply our refinery need. Through 
these efforts we have been able to maintain an adequate 
supply of crude oil at competitive costs. 


In order to balance supply with TOTAL’s market de- 
mand for gasoline, 3,400,000 barrels of gasoline were 


CRUDE OIEREFRINED 
(Thousands of Barrels Per Day) 
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purchased from other refiners during 1977. As discussed 
in the Refining section, future purchases will be partially 
displaced by the increased gasoline production at the 
Alma refinery. 


A 14 mile gas liquids pipeline was constructed during 
1977, at a cost of $600,000, to tie the Alma refinery into 
another company’s natural gas liquids pipeline. The new 
line will accommodate the direct sale, to a volume pur- 
chaser, of the increased propane and ethane production 
resulting from the refinery upgrading project. 


Marketing 

At 751 million gallons, a new record was achieved in 
overall sales volume during 1977. The chart in this sec- 
tion shows that sales have continued to increase since 
1973, and that all the sales growth in 1977 was in gaso- 
line, the highest sales value product, while sales of mid- 
dle distillates remained static and those of the lower 
sales value industrial products declined slightly. 


Prices for our principal products were firm through 
the first eight months of the year. Thereafter, gasoline 
prices decreased by more than the normal seasonal ad- 
justment and light and residual fuel oil prices did not 
increase in line with normal seasonal increases, partly 
because they had remained relatively firm during the 
course of the year. This weakening of prices during the 
latter part of the year was a result of a generally high 
level of inventories for all products in our marketing 
area and throughout the United States. Despite this situ- 
ation, price controls and allocation regulations remain 
in force on gasoline, propane, and commercial jet fuels, 
causing ever increasing distortions in the market. 


Profitability and sales volumes at company-operated 
service stations, under the TOTAL brand in the Detroit 
area and the BEST brand, largely in outstate Michigan, 
continued to improve. Several years ago we commenced 
converting BEST service stations to self-service opera- 
tion on an experimental basis. We found that this type 
of operation at selected stations enabled us to offer more 
competitive prices to the public while increasing profit- 
ability as a result of cost savings and the increased sales 
volumes involved. The program was therefore expanded 
and by the end of 1977 about 75% of the BEST service 
station network had been converted to self-service. Dur- 
ing 1977 we began converting suitable TOTAL stations 
in the Detroit area to self-service operation. We intend 
to accelerate these conversions during 1978 so that 
about 60% of the Detroit area network will be operating 
on a self-serve basis by year-end. 
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1977 saw continued progress in implementing our 
program of phasing out company-operated bulk plants 
in outstate Michigan by selling them to independent job- 
bers who continue to sell TOTAL branded products. We 
expect this program to be completed in 1978. 


Our objectives in respect to gasoline sales were: 


* to increase retail sales through the company-operated 
service station network, 


*to increase branded jobber sales at the expense of 
company-operated bulk plant sales, 


* to maintain sales volumes to unbranded independent 
distributors. 
These objectives were all achieved as the following table 
shows. 
Gasoline Sales Volumes 
(Millions of Gallons) 
ST 1976 


Volume __% _ Volume 7% _ 
Company-operated 
GIMwCO HAMHOMS . . . « 153 S58) 27 PaThodl 
Company-operated 
iwi jollewwiS . ge 33 6.9 48 10.4 
Brandedsjob bers ae ee OD: 19.3 719 2 
Unbranded distributors... 201 41.9 205 44.7 
479 100.0 459 100.0 
REFINED 
PRODUCT SALES 


(Millions of Gallons) 


800 


NCS) MEY ISS aS 1S9/7) 


(J Industrial Products 
© Light Fuel Oils 
( Gasoline 


Sales volumes in the Michigan market are not ex- 
pected to increase significantly in 1978. Our objective 
will be to maximize gasoline and middle distillate sales 
to the more profitable channels of trade and to sub- 
stantially decrease sales of lower value industrial prod- 
ucts in line with the reduced production of those prod- 
ucts discussed in the Refining section. 


Apco Acquisition 

As pointed out in the President’s message to our share- 
holders, we are optimistic regarding long-term profit- 
ability of refining and marketing in the United States. 
We expect the operation of the Arkansas City, Kansas 
refinery, upon completion of the purchase, to make a 
contribution to our results comparable to our Michigan 
refining and marketing operation. 


The Arkansas City facility will more than double the 
Company’s refining capacity. This refinery was recently 
modernized, with a new crude unit and catalytic re- 
former placed in operation in 1974 and 1975 respec- 
tively. The facility is capable of manufacturing a high 
yield (approximately 65%) of gasoline. Agreements 
relating to the current supply of domestic crude oil for 
the Arkansas City refinery will be transferred from Apco 
to TOTAL. Crude oil supply to the refinery is expected 
to be entirely domestic. The control of this domestic 
crude oil will provide greater flexibility in our overall 
crude oil supply strategy. 


The purchase of the Arkansas City refinery and asso- 
ciated pipelines and terminals, from which we will con- 
tinue to supply Apco’s traditional customers in eleven 
mid-continent states, will enhance our product distribu- 
tion flexibility. Although this acquisition will substanti- 
ally increase sales volumes—from 750 million currently, 
to approximately 1,400 million gallons per year—and the 
geographic spread of our marketing activities, the op- 
erating expenses will be relatively small. This results 
from the decision to market all gasoline and most fuel 
oils through branded jobbers, as we consider that the 
markets involved are well suited to this type of distribu- 
tion. 


All of the field operations will be staffed by personnel 
previously employed by Apco Oil Corporation. In addi- 
tion to the refinery operations located in Arkansas City, 
an Office has been established in Oklahoma City, Okla- 
homa from which the mid-continent supply and market- 
ing functions will operate. Most administrative functions 
will be performed at corporate headquarters in Alma. 
In order to achieve maximum efficiency from the com- 


bined operation, each functional area will be under the 
responsibility of TOTAL’s respective Vice-President. 
We look forward with confidence to achieving good 
results from this new venture. 


Outlook 

The year 1978 may well prove to be a very demanding 
one for the industry and TOTAL. Adjusting to our ex- 
panded operations will not be done without some “grow- 
ing pains”. The current squeeze on product margins is 
expected to continue well into 1978 and will require 
constant attention in order to maximize returns. Possibly 
the most demanding problem to be faced is the unpre- 
dictable and often inconsistent governmental regulation. 
Current Congressional debate on national energy policy 
may very well result in another wave of changing and 
complicated regulations. 
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Summary of Operations TOTA L 


OPERATIONS 
1977 1976 1975 1974 1973 
Exploration and Production i oer wa pease: aia 
Crude oil and condensate (thousands of barrels )— 
Canada 
Proven reserves at year-end(i) . . . ... . 28,176 29,110 29,409 Sho 32.637) 
Production during year a ae 1,929 1,937 2,044 DUET 2398 
United States 
Proven reserves at yeal-cic @) sn asa rn 8,614 9,390 3,505 ELS 792 
Production:dunny? year ae ress? ae 1,628 1eb72 181 70 iis) 
Natural gas (millions of cubic feet )— 
Canada 
Proven reserves at yeat-cnd () ease ee 190,389 176,040 D7 7A63 180,015 176,984 
Sales during year» ae ee 6,876 6,202 5,418 3025 4,883 
United States 
Proven feserves at yeal-cnd (i) ee nn ne 59,860 68,360 26,696 17,290 PPA, 
Sales during year. . See 9,319 eas) DOS 645 = 
Gross land holdings (thousands of acres) — 
Canada: .. = 2 22 eS ee ae 32,092 32,031 32,566 33,931 33,072 
United States . Po eke: 2,641 2,547 1,464 P2738 385 
Net land holdings (thousands of acres i= = 
Canada: ot 5. 5. 0 age ae eee ee 2972 VST 3,241 3,795 4,059 
Winited States samc ayaa le ame een ere 128 792 508 409 208 
Refining and Marketing 
Crude oil refined (thousands of barrels) . . as 14,992 14,098 {3,729 13,494 £3E566 
Manufactured gasoline (thousands of barrels) wy 8,119 VSS ALANS 6,568 1235 
Refined product sales (thousands of barrels). . . . 17,884 17,478 16,329 15,754 14,122 
Gasoline sales (thousands of barrels) . . . . . 11,407 10,986 10,094 9,066 8,130 
Service stations owned orleasedlongterm ... . 176 204 220 233 250 
otal Outlets = 26 ean oe 697 691 714 699 685 


(i) Proven reserves net of estimated future royalty deductions were 15,974,563 barrels in Canada and 7,053,592 barrels in the U.S., and 132,591 
million cubic feet in Canada and 48,825 million cubic feet in the U.S. at year-end 1977 


REVENUE NET INCOME FUNDS PROVIDED CAPITAL 
(Millions of U.S. Dollars) (Millions of U.S. Dollars) BY OPERATIONS EXPENDITURES 
(Millions of U.S. Dollars) (Millions of U.S. Dollars) 
400 40 40 


30 30 


20 
10 
0 a Bes 
1973 1974 1975 1976 1977 1973 1974 1975 1976 1977 1973 1974 1975 1976 1977 1973 1974 1975 1976 1977 
@ Sales of Refined Products @ Exploration and Production 
@ Sales of Crude Oil and Natural Gas @ Manufacturing, Supply and 
C) Other Income Transportation 
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O Marketing and Administrative 


FINANCIAL 


(In Thousands of U.S. Dollars Except Per 
Share Amounts ) 


1977 

Funds Provided by Operations (i) 
Exploration and Production $ 32,030 
Refining and Marketing ee 17-613 
Otherincome. . . ae: 1,241 
Unallocated administrative expenses (17535) 
Interestwexpense. | as C7392) 
Income taxes (payable) refundable Ma (300) 

5 41,657 


Summary of Earnings 

Revenue: 
Net sales of refined products and other $306,698 
Net sales of crude oil, natural gas 


and other ca 41,530 
Other income (expenses) 
MianOcatc seer. GeNueukrs, bee 1,241 
349,469 
Costs and Expenses: 
Purchased crude oil, products 
and merchandise . 240,338 
Operating, marketing and 
administrative— 
Exploration and Production. . . 9,500 
Refining and Marketing 48,747 
Depreciation and depletion— 
Exploration and Production. . . 137821 
Refining and Marketing .. .. Cee 
Unallocated administrative . . . . F535 
Tnterestweee. 2 ke ew a 7,392 
PMCOMetaXcSE ae wan ee weed ee 9,900 
334,505 
Net income - $ 14,964 
Net income per share . uh, Wada 
Capital Expenditures (ii) 
Exploration and Development: 
Acquisition of oil and gas rights $ 6,383 
Rentals . . . i, Rae ae 1,636 
Exploratory expenses Mae Iris. Meday oe Sol 
Drilling . 11,447 
Production and other equipment “Ss 55359 
Producine-propertics, ~ = 639 
27,05) 
Refining Cis ore 11,140 
Supply and Transportation cc oe 1,024 
IVER E L1G eaters Wetec ete is (8) AW 684 
PXCUMMISTALVG ee aha ohare ee tae ee 395 
Aol (= OG a er er rs $ 40,298 


Financial Statistics 
(Long-term debt) + (long-term debt 
eeslabenoldersecquily ) =... 8, 4 Bo 


Shareholders’ equity ; S13 On] 
Shareholders’ equity per share (iii) $10.24 
Number of registered shareholders . . 6,211 


1976 


$ 24,736 

12,632 

1,351 
(1,079) 
(6,207) 

1,000 

$ 32,433 


$265,742 
S1EO2> 


eal 
298,718 


AME BO) 


6,889 
42,000 


288,272 
$ 10,446 


ou 
$117,144 
$8.95 
Ly 


1975 


PE Ses) 
LOViOG 
alsy; 


(1,074) 
(3,509) 


$ 25,685 


$232,781 
14,512 


AM 


248,010 


177,442 


21 1¥ 
38,583 


4,996 
3,841 
1,074 
3,109 
7,850 


24 
$105,206 
$7.82 
7,450 


1974 


$ 8,976 
4,175 
1,408 

(944) 
(2,601) 


$ 11,014 


S207 924 
10,451 


1,408 
219,386 


168,925 


1973 


$ 6,318 
15,380 
535 
(899) 
(3,767) 


§ 17,567 


$102,455 
7001 


35) 


110,601 


61,001 


e295 
21,307 


3,682 


re MA Pe 


20) 

$ 96,029 
$6.92 
8,091 


(i) Net income plus income charges not affecting working capital in the year. Refer to Consolidated Statement of Changes in Financial Position for 


other sources and uses of funds. 


(ii) Excludes $47,611 related to the acquisition of Hanover Petroleum Corporation in 1976 and $9,850 related to the acquisition of certain assets 


from Apco Oil Corporation in 1977. 


(iii) Shareholders’ equity in excess of par value of preferred shares divided by common shares outstanding at the end of the year. 
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Consolidated Statements of Income 
and Retained Earnings 


Total Petroleum (North America) Ltd. and Subsidiaries 
(U.S. Dollars) 


INCOME 


Revenue: 
Net sales of refined products . 
Net sales of crude oil and natural gas . 
Other income . 


Expenses: 
Purchased crude oil, products and merchandise . 
Opera dorm mmiveomenans 
Marketing and administrative 
Depreciation and depletion . 
Interest on long-term debt 
Other interest . 
Income taxes . 


Net income for the year 


Net income per share . 


RETAINED EARNINGS 


Balance, beginning of year 
Net income for the year 


Dividends: 
Series A Preferred shares . 
Common shares . 


Balance, end of year 
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Year Ended December 31 

1977 1976 
$306, 135,000 $264,472,000 
41,146,000 31,374,000 
2,188,000 2,872,000 
349,469,000 298,718,000 
240,338,000 211,110,000 
37,501,000 30,190,000 
22,281,000 19,778,000 
17,093,000 13,897,000 
7,024,000 6,014,000 
368,000 193,000 
9,900,000 7,090,000 
334,505,000 288,272,000 
$ 14,964,000 $ 10,446,000 
Stok] $.82 
mets eas ts gi $ 23,951,000 
14,964,000 10,446,000 
48,516,000 34,397,000 
(845,000) (845,000) 

(475,000) _ 
$ 47,196,000 $ 33,552,000 


See Notes to Consolidated Financial Statements 


Consolidated Balance Sheet 


Total Petroleum (North America) Ltd. and Subsidiaries 


(U.S. Dollars) 


ASSETS 


Current Assets: 

Cash . — 

Short-term investments Soe 

Accounts and notes receivable, less allowance for 
doubtful accounts of $492,000 (1976—$443,000) 

Inventories of purchased crude oil and products . 

Inventories of merchandise, materials and supplies . 

Prepaid expenses and other . 


Short-Term Investments Held for Refinery Acquisition . 


Long-Term Receivables and Other Assets . 
Property, Plant and Equipment, Net . 


LIABILITIES, DEFERRED CREDITS AND 
SHAREHOLDERS’ EQUITY: 


Current Liabilities: 
Accounts and notes payable . 
Accrued taxes 
Other accrued liabilities 
Current portion of long-term debt . 


Long-Term Debt 


Deferred Credits: 
Deferred income tax provision . 
Deferred production income and other 


Shareholders’ Equity: 
Capital Stock — 
Series A Preferred shares . 
Common shares . 
Contributed surplus 
Retained earnings 


Approved on Behalf of the Board: 


Director | Director 


December 31 


1977 


omen dt 
11,247,000 


28,080,000 
18,351,000 
3,786,000 
6,464,000 
$31239;,000 


40,000,000 
3,537 000 
234,614,000 


$351,190,000 


$ 37,285,000 
4,007,000 
4,088,000 
2,966,000 


48,346,000 


84,509,000 


37,020,000 
50,298,000 


23,929,000 
9,947,000 
49,945,000 


47,196,000 
131,017,000 


$351,190,000 


1976 


$ 5,624,000 
3,711,000 


23,250,000 
15,835,000 
3,469,000 
5,963,000 
57,852,000 


3,045,000 


203,974,000 
§264,871,000 


$ 33,814,000 
4,352,000 
1,242,000 

___ 9,840,000 

49,248,000 


69,579,000 


27,420,000 
1,480,000 


24,160,000 
9,880,000 
49,552,000 
33,552,000 
_117,144,000 


$264,871,000 


See Notes to Consolidated Financial Statements 


Consolidated Statement 
of Changes in Financial Position 


Total Petroleum (North America) Ltd. and Subsidiaries 


(U.S. Dollars) 


Funds were provided by: 
Operations— 
Net income for the year 
Income charges not affecting Saran Scree in che Te 
Depreciation and depletion 
Deferred income taxes . 
Total provided by Speraions: 
Additional long-term borrowings . 
Proceeds from sales of future production 
Sales of properties : 
Issuance of equity securities . 
Other oo 
Total funds provided 
Funds were used for: 
Capital expenditures— 
Petroleum and natural gas interests and 
production equipment . 
Refining, marketing and Saeeeraton 
Other: 
Long-term debt an or sreclseator Soe: enine: 
Short-term investments held for se acquisition 
Dividends . 
Reduction of deferred aaa income . 
Other . OSS BENE 
Total funds used 
Increase (decrease) in working capital 


Changes in components of working capital: 
Working capital, beginning of year 


Increase (decrease) in current assets: 
Cash and short-term investments 
Accounts and notes receivable . 
Inventories . 
Prepaid expenses and aeROE 


(Increase) decrease in current liabilities: 
Accounts payable and other accrued liabilities 
Accrued taxes . 

Current portion of long: -term dene 


Working capital, end of year 


aie 


Year Ended December 31 


1977 1976 
$ 14,964,000 $ 10,446,000 
17,093,000 13,897,000 
9,600,000 8,090,000 
41,657,000 32,433,000 
51,055,000 49,208,000 
48,954,000 1,740,000 
2,415,000 564,000 
229,000 ann pa ok 
- 605,000 
144,310,000 86,887,000 
36,905,000 75,156,000 
12,848,000 5,886,000 
395,000 1,090,000 
36105-0000 12,585,000 

40,000,000 — 
1,320,000 845,000 
107,000 1,829,000 

321,000 — 
128,021,000 9:7; 394,000 
$ 16,289,000 $ (10,504,000) 
$ 8,604,000 $ 19,108,000 
722 000 (8,807,000) 
4,830,000 6,789,000 
2,833,000 (1,182,000) 
501,000 4,257,000 
15,387,000 1,057,000 
(6,317,000) (6,382,000) 
345,000 (1,158,000) 
6,874,000 (4,021,000) 
902,000 (11,561,000) 
$ 24,893,000 $ 8,604,000 


See Notes to Consolidated Financial Statements 


Notes to Consolidated 
Financial Statements 


1. ACCOUNTING POLICIES 

The significant accounting policies followed by the Com- 
pany and its subsidiaries are presented here to assist the 
reader in reviewing the financial information contained 
in this report. 


Principles of Consolidation 
The consolidated financial statements include the ac- 
counts of all subsidiaries. 


Foreign Currency Translation 

The Company presents the consolidated financial state- 
ments in United States dollars because the majority of 
the transactions, and the major portion of the working 
capital and long-term debt of the consolidated com- 
panies, are in that currency. Canadian assets and 
liabilities representing cash and amounts owing to or by 
the Company are translated at the rate of exchange in 
effect at the end of the period. Other assets (such as 
inventories and property, plant and equipment) and 
deferred credits are translated at historical rates. Oper- 
ating results for the period are translated at the monthly 
average rate of exchange during the year; depreciation 
and depletion included in operating results are trans- 
lated at historical rates. Currency translation gains and 
losses, which are not material, are included in net 
income. 


Inventories 

Inventories are valued at the lower of cost or net realiz- 
able value. Cost of inventories of crude oil and refined 
products is determined by the last-in, first-out method. 
Cost of inventories of merchandise, materials and sup- 
plies is determined by the first-in, first-out method with 
respect to merchandise and by the average cost method 
for materials and supplies. 


Property, Plant and Equipment 
Property, plant and equipment is carried at cost. 


All costs of exploring for and developing oil and gas 
reserves are capitalized and charged to operations over 
the life of estimated future production (proven reserves) 
on the unit-of-production method. Proceeds from dis- 
posals are applied against such cost (see Note 11). 


Depreciation is provided using the straight-line meth- 
od based on estimated useful lives of assets. 


Maintenance and repairs are charged to expense in 
the year incurred. Renewals or betterments which 
materially extend the useful lives of the facilities are 
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Notes to Consolidated Financial Statements 


charged to the asset account or to the related reserve for 
depreciation, as appropriate. Major revamping costs 
are charged to the asset account. The accumulated 
depreciation on these revamped facilities is retired 
against the related cost of the asset. 


Generally, when depreciable properties are retired or 
otherwise disposed of, the costs of the assets are elimi- 
nated from the asset accounts, the related amounts of 
accumulated depreciation are eliminated from the re- 
serve accounts, and the resulting profits or losses are 
included in the statement of income for the period. 


For one subsidiary the costs of assets retired less 
salvage are charged to the reserve for depreciation 
accounts to conform with the requirements of a govern- 
mental regulatory commission. 


Income Taxes 

Income taxes included in the consolidated financial 
statements are computed on the basis of (reference is 
made to Note 6 for further details): 


(i) not providing for taxes which would be payable 
upon transfer of undistributed earnings of subsidiaries 
since management believes that either such earnings will 
not be transferred in the foreseeable future or no tax 
expense would be incurred because of available credits 
or deductions; 


(ii) providing deferred taxes under the tax alloca- 
tion method of accounting for income taxes whereby 
the provision for income taxes each year is computed 
on the basis of depreciation, depletion and certain 
other charges recorded in the accounts rather than the 
related amounts claimed as deductions in the compa- 
nies’ tax returns. 


Investment tax credits are applied as a reduction of 
income tax expense in the period realized. 


Other 
Excise taxes collected from customers are excluded 
from the Consolidated Statement of Income. 


Sales of purchased crude oil are deducted from the 
related purchases in the Consolidated Statement of 
Income. 


Pension plans cover substantially all of the Com- 
pany’s employees. Current cost and accruals for prior 
service costs (accrued over 30 years) are funded 
currently. 
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2. ACQUISITIONS 

The Company, through a subsidiary, acquired Hanover 
Petroleum Corporation on April 30, 1976. Hanover is 
engaged in exploring for and developing oil and gas 
properties and organizing and managing private and 
public drilling programs. In exchange for outstanding 
shares the former Hanover shareholders received the 
aggregate of $18,387,000 cash, $17,395,000 of sub- 
ordinated 1112 % Guaranteed Sinking Fund Debentures 
(see also Note 4), warrants (valued by the Company at 
$2,242,000) to purchase 1,630,749 of the Company’s 
Common shares for $10.00 per share, and a royalty 
interest in certain properties. The cost of the assets 
acquired, with cost being determined by the above 
mentioned payments to the previous shareholders, 
acquisition expenses incurred of $1,900,000 and liabili- 
ties assumed of $16,564,000, was attributed to the 
various assets based on fair market values. The aggre- 
gate increase in long-term debt in connection with the 
acquisition was $46,795,000. 


Pursuant to an agreement dated August 19, 1977 the 
Company, on December 20, 1977, acquired certain 
producing petroleum and natural gas properties from 
Apco Oil Corporation for approximately $9.8 million. 
In addition to these Canadian properties, the Company 
will acquire a refinery and certain related pipeline, 
terminal and shipping facilities located in the United 
States from Apco upon the receipt of a required ruling 
from the Department of Energy. The purchase price for 
the United States properties of $53,600,000 plus ex- 
penses incurred in the acquisition will be allocated to 
the acquired assets based on fair market values. In the 
event that purchase of the United States assets is not 
completed, Apco may, at its option, repurchase the 
Canadian assets by refunding all monies received ad- 
justed for operating results after December 20, 1977. 
The Company will also purchase inventories related to 
the acquired assets and accounts receivable from cus- 
tomers that Apco will assign to the Company. The 
estimated cost of the inventories and accounts receivable 
is $50,000,000. Because a more timely ruling from the 
Department of Energy was expected, the financing for 
the acquisition from Apco was partially completed in 
1977. The proceeds received in advance of their need 
have been placed in short-term investments and, because 
of the intended future use of the monies, have been 
classified as a noncurrent asset in the Consolidated 
Balance Sheet. 


3. PROPERTY, PLANT AND EQUIPMENT 
Property, plant and equipment is as follows (see also 
Note 4 for debt secured by property and Note 5 for 
assets subject to production payment): 


1977. 1976 


Petroleum and natural gas in- 


terests Beaty $197,491,000 $167,523,000 
Production equipment 19,693,000 16,127,000 
Refining . — 372335000 26,141,000 
MATKCUDS mananmen wm 32,547,000 33,899,000 
Supply and transportation . 15,980,000 15,150,000 
Other aes 3,923,000 4,394,000 
306,867,000 263,234,000 

Less—accumulated deprecia- 
tion and depletion(1) . 72,253,000 59,260,000 


$234,614,000 $203,974,000 


(1) Including accumulated depletion related to petroleum and 
natural gas interests of $36,948,000 and $27,245,000 at Decem- 


ber 31, 1977 and 1976, respectively. 


4. LONG-TERM DEBT 


The following summarizes the consolidated long-term 


debt: 
1977 1976 
Notes payable: 
Due 1979, interest at prime 
rate plus 144%. ; $ 4,000,000 $ 4,000,000 
Due 1979, interest 814% 5,000,000 = 
Due 1982, interest 812% 20,000,000 = 
Due 1983, interest 854% : 20,000,000 Ss 
Notes payable in monthly install- 
ments (certain oil and gas prop- 
Co a nc ty ees 10,399,000 36,972,000 
Guaranteed 1142% Sinking Fund 
Debentures due December 31, 
1990 (subordinated) . : 17,334,000 17,334,000 
First real estate mortgage notes 
due in quarterly installments of 
$175,000 at prime rate plus 1% 3,500,000 4,000,000 
Other secured debt at 512% to 
914% eee 7,242,000 9,463,000 
Other debt, at prime rate plus 
%% and 112% — 7,650,000 
87,475,000 79,419,000 
Less—current maturities . 2,966,000 9,840,000 
$ 84,509,000 $ 69,579,000 


The Guaranteed 1142 % Sinking Fund Debentures are 


payable by a subsidiary and guaranteed as to payment 
of principal and interest (on a subordinated basis) by 
the Company. The sinking fund provisions require 
annual payments sufficient to retire 10% of the out- 
standing principal balance from December 1981 through 


December 1988 with the remaining balance due on 
December 31, 1990. Notes payable in monthly install- 
ments at December 31, 1977 require monthly payments 
of $127,000 plus interest at prime rate plus +4 %. 


Minimum annual maturities of long-term debt for the 
next five years are as follows: 


1978 — $ 2,966,000 
1979 — $11,998,000 
1980 — $ 3,008,000 


At December 31, 1977 the:Company or its sub- 
sidiaries had unused commitments from various banks 
for future borrowings aggregating $63,900,000, of which 
$30,500,000 would be on a short-term basis. Borrow- 
ings under such agreements would be at interest rates 
ranging from the prime interest rate to the prime inter- 
est rate plus 34 %, or at various comparable Eurodollar 
rates. Commitment fees on the unused available credit 
range from 4% to 42%. Under terms of the commit- 
ment agreements, $23,400,000 will expire in 1978 and 
$20,500,000 in 1979. 


1981 —$ 4,781,000 
1982 — $24,790,000 


5. DEFERRED PRODUCTION INCOME 

In December, 1977, the Company carved out and sold 
production payments in substantially all of its U. S. and 
certain of its Canadian oil and gas producing properties 
for a total consideration of $48,708,000. The purchaser 
of the U. S. production payment will receive 75% of the 
revenues net of royalties from specified properties which 
will be applied to interest at the rate of 844% and to 
reduction of the primary sum. The purchaser of the 
Canadian production payment will receive 65% of 
revenues net of royalties from the specified properties 
which will be applied to interest at the rate of .85% 
above Canadian prime and to reduction of the primary 
sum. 


If the primary sums are not reduced by more than 
certain stated amounts, the revenue percentages may be 
increased; but the purchasers may look only to revenues 
from the specified properties for both interest and the 
return of the primary sums. 


The total minimum repayments of the primary sums 
expected under the conveyance agreements are as 
follows: 


1978 — $10,400,000 
1979 — $12,870,000 
1980 — $11,990,000 


1981 — $10,720,000 
1982 —$ 2,728,000 
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6. INCOME TAXES 

Under Canadian income tax law, most exploration and 
development expenditures, including resource property 
acquisition costs, are deductible on various bases which 
generally have the effect of permitting such deduction 
to be made for tax purposes in advance of their being 
charged off in the books. Capital cost allowances for 
depreciable assets are also deductible in advance of 
depreciation charged in the accounts. Tax laws in the 
United States contain provisions which may have a 
similar effect. As explained in Note 1, provision has 
been made in the accounts for the taxes deferred as a 
result of such deductions exceeding expenses charged in 
the income statement. 


Investment tax credits are applied as a reduction of 
the tax expense, thereby reducing the expense to an 
amount below the statutory tax rate. Credits and special 
allowances in Canada similarly reduce taxes otherwise 
payable. Royalty and other payments to governments 
are not deductible for Canadian federal income tax 
purposes. 


Income taxes in the Consolidated Statement of In- 
come were as follows (in thousands of dollars): 


LOT 1976 
Canadian taxes currently payable 
(refundable) sree $ 300 $(1,000) 
Deferred tax provisions: 
EES Ree Oe RES Se eee 7,015 4,480 
Canddign® 22522 ee eee ee eae 2,585 3,610 
$ 9,900 $ 7,090 


Income tax expense is at rates other than the statutory 
U. S. income tax rate as follows (in thousands of 
dollars): 


1977 1976 
Income before income taxes . $24,864 $17,536 
Statutory Us Sick tees enemas 48% 48% 
Tax provision at statutory rate 11,935 8,417 
Differences: 
Canadian taxes at rates higher 
(lower) than U.S. rates. . . (365) 123 
Lobel COMM Col XC Seemeecreeme summer 130 50 
Investment tax credits eg (700) 
Amortization of additional tax 
basis on properties distributed 
as a dividend by a subsidiary . (800) (800) 
$ 9,900 $ 7,090 
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At December 31, 1977 the Company had the follow- 
ing approximate deductions and credits available to 
reduce tax payments which would otherwise be required 
in future years: 


Canada 
Exploration and development expenditures . $16,100,000 
Capital cost allowance . 2,600,000 
Depletion allowance 11,500,000 
United States 
Tax operating loss 4,400,000 
Investment tax credits . 2,800,000 


Upon utilization, the benefits of these carryforwards 
will be credited to the deferred income tax provision in 
the balance sheet except for approximately $3,700,000 
related to Canadian depletion which will be credited to 
income. 


At December 31, 1977 undistributed earnings of 
subsidiaries amounted to $17,095,000. Taxes payable 
upon distribution, which could amount to approximately 
15%, have not been provided since management be- 
lieves that either such earnings will not be distributed 
in the foreseeable future or that no tax expense would 
be incurred because of available credits or deductions. 


7. CAPITAL STOCK 

The Company is authorized to issue 5,000,000 Pre- 
ferred shares of U. S. $20 par value each and 25,000,000 
(increased from 15,000,000 during 1976) Common 
shares of the par value of Can. $1. The Preferred shares 
are issuable in series, 1,303,000 shares having been 
designated as $.70 (U.S.) Non-Cumulative Preferred 
Shares, Convertible Series A. Changes in issued Capital 
stock and contributed surplus are summarized below 
(in thousands of dollars) : 


Series A 


Preferred Shares Common Shares 


Con- 

Number of Number of tributed 

Shares Amount Shares Amount Surplus 

Balance 1/1/76 1,208,009 $24,160 10,368,701 $9,860 $47,235 

Issuance of warrants . Day 

Exercise of stock options 19,500 20 Te 

Balance 12/31/76 ew ies ee ee 1,208,009 24,160 10,388,201 9,880 49,552 
Conversion of Series A Preferred shares into 

Common shares (11,550) @3:Is) 23,100 Dik 210 

Exercise of stock options 47,700 46 183 

Balance 12/31/77 1,196,459 $23,929 10,459,001 $9,947 $49,945 


Each Series A Preferred share is convertible at any 
time, at the option of the holder into two Common 
shares, such rate of conversion being subject to adjust- 
ment in specified circumstances. Series A Preferred 
shares may be redeemed by the Company at U.S. $20 
per share. 


In connection with the acquisition of Hanover Petro- 
leum Corporation, the Company issued 1,630,749 
warrants each of which entitles the holder to purchase 
one of the Company’s Common shares at a price of 
U. S. $10. Unless extended by the Company for up to 
four years, the warrants will expire December 31, 1980. 


During 1975 the Board of Directors of the Company, 
and subsequently the shareholders, authorized the issu- 
ance of options to purchase 300,000 of the Company’s 
Common shares. Under the plan, options may be 
granted to officers and employees through November 
30, 1980. Holders of options may exercise at any time 
within five years of the date of grant but only while 
they continue to be employees. No charges to income 
were made in connection with the option plan. At 
December 31, 1977 options to purchase 173,800 Com- 
mon shares at $4.75 to $6.83 per share were outstanding 
to employees (70,000 to senior officers) and 59,000 
shares were available for granting of options. 


Dividends were paid at the annual rate of U.S. $.70 
per Series A Preferred share, with payments on a 
quarterly basis, in each of the years. A dividend of 
Can. $.05 per share on Common shares was declared 
in 1977 for payment in 1978. 


8. EARNINGS PER SHARE 

Earnings per share reflected in the Consolidated State- 
ment of Income are calculated pursuant to United States 
practice rather than Canadian practice since this results 
in more conservative amounts than basic earnings per 
share under Canadian practice. 


Earnings per share are computed on the weighted 
average of the Common shares outstanding during the 
period plus common equivalent shares represented by 
shares issuable upon conversion of Series A Preferred 
shares. Shares reserved for exercise of warrants and 
options are excluded from the calculation since assum- 
ing their issuance would result in an increase or 
insignificant decrease in the earnings per share amount. 


The average shares used in calculation of earnings 
per share were as follows: 


1977 1976 
Common shares . aeoeske 10,417,142 10,378,743 
Assumed conversion of Series A 
Preferred shares . 2,412,460 2,416,018 
12,829,602 12,794,761 
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Under Canadian practice basic earnings per share 
are calculated based on the net income available to 
Common shares (net income less dividends on Preferred 
shares) and the weighted average number of Common 
shares outstanding. The calculation of fully-diluted 
earnings per share is based on net income increased by 
earnings which would be realized from investment of 
proceeds on exercise of warrants and options. The 
shares used in the calculation include the weighted 
average Common shares outstanding plus the weighted 
average shares reserved for conversion of Preferred 
shares and exercise of warrants and options. Earnings 
per share pursuant to Canadian practices are as follows: 


1977 1976 
BasiC eon) weanesyeng ns ape pa PIT OO $.93 
Fuily-diluted <2) = = 07 81 


9. PENSION PLANS 

Pension expense for all plans was $1,526,000 in 1977 
and $1,386,000 in 1976. Unfunded prior service costs 
aggregated $2,945,000 at December 31, 1977. 


10. LEASE COMMITMENTS 

The present value of future rentals under all long-term 
agreements (excluding leases of oil and gas properties) 
approximates $8,600,000 at December 31, 1977. Mini- 
mum annual rental payments on the above leases are 
approximately $1,400,000 per year through 1982, 
$900,000 per year for 1983 through 1987, $275,000 
per year for 1988 through 1993. 


Aggregate rental expense, including short-term rentals 
but excluding leases of oil and gas properties, was 
$2,060,000 in 1977 as compared with $1,842,000 in 
1976. 


11. IMPENDING CHANGE IN ACCOUNTING 
POLICIES 

In December, 1977 the Financial Accounting Standards 
Board issued its Statement of Financial Accounting 
Standards No. 19. This statement establishes account- 
ing rules for exploration and development expenditures 
and certain related transactions which will become 
effective for 1979" = “Since the=tules=aresioniticantly 
different from the Company’s accounting policies, it will 
be necessary to restate the financial statements for prior 
years to conform to the new principles. While the 
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precise amounts have not yet been determined, the 
Company estimates that the accumulated effect of 
the restatement for 1977 and all prior years would be 
to decrease retained earnings by $43,000,000 to $47,- 
000,000, property, plant and equipment, net by $72,- 
000,000 to $80,000,000, and deferred income tax 
provisions by $29,000,000 to $33,000,000. Net income 
would be reduced by $5,500,000 to $7,500,000 for 
1977 and by $7,500,000 to $9,500,000 in 1976. In 
addition, the Company would be required to reclassify 
$50,200,000 of deferred credits to long-term debt at 
December 31, 1977 because of rules requiring that the 
deferred production income related to certain con- 
veyances of oil and gas producing properties be con- 
sidered debt. 


The Company believes that adoption of the rules pre- 
scribed by the FASB will not affect its ability to comply 
with the covenants in its debt agreements. Since the 
change in the rules does not reflect a change in the eco- 
nomic substance of the transactions, but only requires 
the reclassification of certain accounts; it therefore does 
not affect the capability of operations to generate funds, 
hence the Company does not expect the accounting 
change to affect the Company’s dividend policy. 


12. BUSINESS SEGMENTS 

The Company’s operations can be divided into two 
business segments. Exploration and Production includes 
the location, development and production of petroleum 
and natural gas reserves. Refining and Marketing in- 
cludes the refining of crude oil and the distribution and 
marketing of refined products. Other income (prin- 
cipally financial) and expenses incurred at the corporate 
level are not allocated to the segments. Unallocated 
assets are cash and short-term investments. Deprecia- 
tion and depletion expense was $13,821,000 for 
Exploration and Production and $3,272,000 for Refin- 
ing and Marketing in 1977. Capital expenditures were 
$36,905,000 for Exploration and Production and 
$13,243,000 for Refining and Marketing in 1977. 


The following tables summarize the Company’s 
revenues, operating profit and total assets by business 
segment and geographic area for the year ended 
December 31, 1977 (in thousands of dollars): 


Business Segment 


Exploration 
and Production 


Revenue . $ 41,530 
Operating profit een ve $ 18,209 
Unallocated expenses net of unallocated 
revenue 
Interest expense : 
Income before taxes . 
Assets at December 31, 1977 . $189,384 
United 
States 
Revenue baa45d24 
Operating profit . een eta S 
Unallocated expenses net of unallocated 
revenue . 
Interest expense . 3 
Income before taxes . 


Assets at December 31, 1977 $197,979 


$89,553 


Refining 
and Marketing Unallocated Total 
$306,698 $91,241 $349,469 
$ 14,341 $ 32,550 
(294) 
(73392) 
$ 24,864 
$105,248 $56,558 $351,190 
Geographic Area 
Adjustment 
Unallocated and Elimination Total 
$ 1,241 $349,469 
$4,600* $ 32,550 
(294) 
(7,392) 
$ 24,864 
$56,558 $7,100* $351,190 


*Consolidating adjustment to depletion of petroleum and natural gas interests. 


13. QUARTERLY RESULTS (unaudited) 
The following summarizes certain quarterly financial in- 
formation for 1977 and 1976: 


Quarter Ended 


March June Septem- Decem- 
3H 30 Der 40. ber oe Total 


(In thousands of dollars except 
ab per share amounts) 


Revenue . $81,358 $84,271 $89,489 $94,351 $349,469 
Provision for 
income taxes . 2A xc OS0sumicyeo0- acl. S00 9,900 
Net income. . By SVB Bo BT BTN Bs ba NOVA 
Net income 
per share. . 28 34 30 aS Paz 
1976 
Revenue . $66,391 $72,776 $75,145 $84,406 $298,718 
Provision for 
income taxes . {i pS fe onl ie eso  g hm al 9 ld 7,090 
Net income. . 1564393 06h 37009" = 3-488 — "10:446 
Net income 
per’share*. a3 18 3 28 82 


During the fourth quarter of 1976 inventories were re- 
duced. This reduction resulted in a liquidation of LIFO 
inventories carried at lower costs as compared with the 


cost of 1976 purchases. As a result net income was in- 
creased by approximately $250,000, or $.02 per share. 


14. RELATED PARTY TRANSACTIONS 

During 1977 and 1976 the Company purchased crude 
oil at market prices from Total International Limited, a 
wholly-owned subsidiary of Compagnie Francaise des 
Pétroles (“CFP”), a French corporation which owns 
approximately 50% of the voting shares of the Company. 
The aggregate of such purchases was $33,800,000 in 
1977 and $51,900,000 in 1976. Accounts payable at 
December 31, 1977 includes $6,200,000 (1976— 
$6,665,000) related to these purchases. 


The Company participates in a joint venture exploring 
for hydrocarbons with six other companies, one of which 
is a wholly-owned subsidiary of CFP and operator of the 
venture. The Company holds a 5% interest in the ven- 
ture which was inactive in 1977. In 1976 the Company 
incurred costs aggregating $2,000,000. 


Long-term debt includes a $4,000,000 note payable to 
a CFP affiliate. The terms of this borrowing are consistent 
with arrangements with other lenders. 
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Notes to Consolidated Financial Statements 


15. STATUTORY INFORMATION 

During 1977 the direct remuneration paid to the Com- 
pany’s ten directors was $43,200 and to the eight senior 
officers was $591,800. One officer is also a director of 
the Company. 


16. REPLACEMENT COST AND VALUE OF 
RESERVES (unaudited) 

Regulations of the Securities and Exchange Commission 
adopted in 1976 require the inclusion of certain replace- 
ment cost information in reports filed with the Com- 
mission. In 1977, the Commission proposed that the 
present value of estimated future net revenues from 
proved oil and gas reserves also be included in reports. 
The Company has concluded that it should incorporate 
a portion of the proposed value information into this 
report because of its significance to any presentation 
intended to provide more relevant information about 
the current economics of the business enterprise than 
that presented in the historical cost basis financial state- 
ments. This is the intent expressed by the Commission 
in adopting the replacement cost and in proposing the 
value information requirements. The Company believes 
that the calculations are based on reasonable assump- 
tions and judgments as necessary to comply with the 
requirement and the proposal, but that the resulting 
information should be viewed only as approximations 
usable only within the context presented. 


Present Value of Estimated Future Net Revenues From 
Proved Reserves 

The present value of estimated future net revenues from 
proved reserves was $215,000,000 at December 31, 
1977. The historical cost of these assets, net of accumu- 
lated depreciation and depletion, was $175,761,000. In 
calculating the value of future net revenues; prices and 
costs in effect at December 31, 1977 were assumed to 
continue for all future periods, provision was made for 
estimated future development expenditures that will be 
required to produce the estimated reserves, and future 
revenues were discounted to their present value at esti- 
mated current borrowing rates for loans secured only by 
future production (812%). The value amount should 
not be viewed as the amount which might be realized in 
a sale of the reserves in-place nor should it be interpreted 
as the amount which will be ultimately realized from pro- 
duction from the properties. 
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Replacement Cost 

The Commission has warned, and the Company agrees, 
that the data presented below should not be interpreted 
as showing the complete effect of inflation. Other factors 
which must be considered include holding gains and 
losses on monetary assets and liabilities, potential oper- 
ating efficiencies resulting from the replacement facilities 
and the tax savings that might result from the replace- 
ment of all productive capacity. 


The following table presents the estimated replace- 
ment cost of inventories and productive capacity at 
December 31, 1977 and 1976 and the related deprecia- 
tion and depletion accumulated and for the years then 
ended. The cost was determined by methods considered 
most appropriate for each functional type of asset. Price 
level indexes were only used in calculating depreciation. 
Current environmental requirements were considered 
in all areas where the impact was considered significant. 
Historical cost information, presented for comparative 
purposes, is adjusted to exclude land, mineral resource 
assets and facilities which would not be replaced under 
current conditions. Adjustment is also made to add non- 
capitalized financing leases. 


Millions of Dollars 
Historical Replacement 
cost cost 
1977 1976 1977 1976 
TAVENTOLIES Se RS EEE ETO 38 $ 34 
Productive capacity: Sa SS 
Refiningexsannmenone tee See SABER OOD $147* $140 
Supply and transportation . . 18 £17 33 31 
Marketin 8): csnsawecusicxamimmccumnmes 5S) 15 16 16 
© (eT Ree 4 4 6 6 
=O me6S 202 193 
Accumulated depreciation and 
Oe pletio tes. ca acancsonecetscaneemnenc See 102 114 
Net investment. . . . . $49 $40 $100 $ 79 
Depreciation expense . .. . $4 $4 ptm ere 


| 
| 
| 
| 


“The replacement cost for refining capacity was 
derived from engineering estimates of the cost of 
a one-time replacement of the present facility. The 
hypothetical refinery includes current technology and 
specifications best suited to the Company’s current 
needs. The replacement refinery would be different 
from the present operation in several respects including 
the following approximations: 


1 


1. 19% increase in crude oil throughput capacity. 
2. 23% increase in total yield of salable products. 
3. 38% increase in yield of gasolines. 


It is not practical to accurately estimate the substan- 
tial financial benefits that would be realized from the 
operation of such a facility. The increase in overall 
capacity and. particularly, gasoline yield would allow 
the substitution of lower cost manufactured products 
for products currently purchased from other refiners, 
virtually eliminating such purchases. The increase in 
total salable yield is directly related to increased energy 
efficiency and would result in lower operating cost per 
barrel. 


The replacement cost for supply and transportation 
assets was based on engineering estimates for individual 
locations except that calculations prescribed by the 
Interstate Commerce Commission for rate-making pur- 
poses were used for assets subject to regulation by that 
agency. The engineering estimate of the cost to con- 
struct and equip a typical retail outlet was used for each 
marketing asset that would be replaced under current 
conditions. The replacement cost of other assets, prin- 
cipally office buildings and equipment and vehicles, was 
determined from engineering estimates and vendor price 
lists. 

The accumulated and 1977 and 1976 depreciation 
were calculated using the ratio of the related historical 
cost amounts to the historical cost assets. Generally, 
this calculation was made on a composite basis for each 
physical location. Where the composite included sig- 
nificant assets acquired in different historical periods, 
price level indexes were used to develop a more 
appropriate relationship. 


Cost of purchased crude oil, products and mer- 
chandise generally reflects the replacement cost of 
inventories at the date of sale. A reduction in inven- 
tories during the last quarter of 1976 resulted in costs 
being charged at prices approximately $500,000 lower 
than current replacement cost. 


Report of 
Independent Accountants 


To the Shareholders of 
Total Petroleum (North America) Ltd. 


In our opinion, the accompanying consolidated balance 
sheets and the related consolidated statements of income 
and retained earnings and of changes in financial position 
present fairly the financial position of Total Petroleum 
(North America) Ltd. and its subsidiaries at December 
31, 1977 and 1976, and the results of their operations 
and the changes in their financial position for the years 
then ended, in conformity with generally accepted 
accounting principles consistently applied. Our exami- 
nations of these statements were made in accordance 
with generally accepted auditing standards and accord- 
ingly included such tests of the accounting records and 
such other auditing procedures as we considered neces- 
sary in the circumstances. 


PRICE WATERHOUSE & Co. 


Detroit, Michigan 
February 10, 1978 
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Formerly Chairman of the Board 
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Retired, Frankfort, Michigan 
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Partner, J. A. Citrin Sons Co., 
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F. Campbell Cope, Q. C. 
Partner, Ogilvy, Montgomery, 
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Formerly Chairman of the Board; 
Formerly Managing Director of 
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Philippe Dunoyer 
President, Alma, Michigan 


Joseph-Camille Genton 

Vice President and Finance Director of 
Compagnie Frangaise des Pétroles, 
Paris, France 


James W. Glanville 

Managing Director of Lehman 
Brothers Kuhn Loeb Incorporated, 
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Andre M. Jacqmin 

President of Total Eastcan 
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David L. Torrey 

Senior Vice President and Director 

of Pitfield Mackay Ross Limited, 
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Director and Chairman of the Board, 
New York, New York 


Philippe Dunoyer 
Director and President, Alma, Michigan 


Robert R. Dean 
Vice President-Manufacturing, Supply 
and Transportation, Alma, Michigan 


John E. Fawke 
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Romulus, Michigan 


Paul H. Gutknecht 
Vice President-Finance and Treasurer, 
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Vice President, New York, New York 


Philippe Magnier 
Vice President-Exploration and Production , 
Houston, Texas 


William G. Tucker 
Vice President and General Counsel, 
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Robert A. Wall 
Vice President, Secretary and General 
Manager—Canadian Division, Calgary, Alberta 


William F. Kellock 
Vice President-Production, Calgary, Alberta 


Colin S. MacDonald 
Assistant Treasurer, Calgary, Alberta 


Glenn R. Moore 
President of Hanover Petroleum Corporation, 
Dallas, Texas 


John B. O’Brian 

Vice President-Personnel and Industrial 
Relations of Total Petroleum, Inc., 
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Richard E. Dana 
Controller of Total Petroleum, Inc., 
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Total Petroleum (North America) Ltd. 


CORPORATE HEADQUARTERS 


639 Fifth Avenue, S.W. 
Calgary, Alberta T2P OM9 
Telephone 403/265-9080 


SUBSIDIARIES 


Total Petroleum, Inc. 


Corporate Headquarters 
East Superior Street 
Alma, Michigan 48801 
Telephone 517/463-1161 


Exploration & Production Headquarters 
2950 One Allen Center 

500 Dallas Avenue 

Houston, Texas 77002 

Telephone 713/658-0972 


Marketing Headquarters 
28001 Citrin Drive 
Romulus, Michigan 48174 
Telephone 313/946-5500 


Hanover Petroleum Corporation 


211 N. Ervay 
Dallas, Texas 75201 
Telephone 214/651-8133 


5 Hanover Square 
New York, New York 10004 
Telephone 212/952-4646 


TOTAL. 


REGISTRARS 


The Royal Trust Company 
Calgary, Regina, Winnipeg, 
Toronto and Montreal, Canada 
Morgan Guaranty Trust Company 
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Calgary, Regina, Winnipeg, 
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Toronto Stock Exchange 
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FORM 10-K 


Copies of the Company’s annual report to the 
Securities and Exchange Commission on 
Form 10-K are available without 

charge upon request to the Company 

at East Superior Street, 

Alma, Michigan 48801, U.S.A. 


Direct shareholder and security analyst 
inquiries to— 

Gilbert Kiggins, Vice President 

Total Petroleum, Inc. 

5 Hanover Square 

New York, New York 10004 
Telephone 212/952-4621 


ANNUAL MEETING 


Shareholders are cordially invited to 

attend TOTAL’s Annual Meeting 

to be held this year at the Queen’s Quay, 
Convention Centre 

Harbour Castle Hotel, One Harbour Square, 
Toronto, Ontario MS5J 1A6 on Wednesday, 
May 3, 1978 at 11:00 a.m. 
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Total Petroleum 
(North America) Ltd. 


Interim Report 


SIX MONTHS ENDED 
JUNE 30 


1977 


to our shareholders 


Funds generated from operations during the 
first half of 1977 were $22,819,000, up from 
$13,091,000 for the same period in 1976. Net 
income increased to $7,974,000, or $0.62 per 
share, from $3,949,000, or $0.31 per share, in 
the first six months of 1976. 

Approximately 40% of the increase in funds 
generated from operations was accounted for 
by Hanover Petroleum Corporation, acquired 
on April 30, 1976. Funds generated by other 
U.S. and Canadian producing properties con- 
tinued their steady upward trend. Funds 
provided by refining and marketing operations 
were above expectations, and above seasonal 
trends, as a result of high demand and firm 
prices during and following the past winter. 

During the second quarter, funds generated 
from operations were $12,598,000 compared 
to $7,970,000 for the second quarter last year. 
Net income was $4,412,000 versus $2,306,000 
for the same quarter in 1976. 


operations 


Exploration activities in Canada during the 
first six months were hampered by an unusually 
warm winter resulting in a short drilling season. 
TOTAL participated in 29 wells, resulting in one 
oil and ten gas discoveries. A significant amount 
of new acreage was leased in Alberta. 

Recently the Canadian government announ- 
ced a schedule of price increases for oil and 
gas. As of July lst, oil prices increased $1.00 
per barrel in Canada. Gas prices increased 
$0.175 per MCF on August lst. Further in- 
creases are scheduled for next year. These in- 
creases continue to enhance the Company's 
long-established Canadian oil and gas produc- 
tion position. 

During the first six months, TOTAL and 
Hanover Petroleum participated in 104 wells in 
the U.S. resulting in 24 oil and 10 gas 


discoveries. The most significant results have 
been obtained in Michigan, Illinois and Texas. 


The sale of Hanover Series 16 Drilling Program 
closed April 30, 1977 and raised $3,270,000 in 
Limited Partner subscriptions. 


As a consequence of the first phase of the 
Alma refinery upgrading project, gasoline yield 
is now approximately 55% versus an average 
50% in previous years. Crude runs have aver- 
aged 42,071 BPD during the first six months 
versus 38,520 BPD for all of 1976. The refinery 
upgrading project is on schedule and may be 
completed by the end of the current year. Upon 
completion, the refinery will be capable of 
producing 65% gasoline. 


apco acquisition 


One of your Company’s long-stated goals has 
been to seek carefully selected acquisitions. On 
June 22nd, TOTAL announced the signing of 
a letter of intent with Apco Oil Corporation 
which calls for TOTAL to purchase Apco’s 
Arkansas City, Kansas refinery (46,000 BPD 
Capacity), and all associated crude oil and 
refined product pipelines and terminals as 
well as Apco’s Canadian producing oil and 
gas properties. The purchase price will be U.S. 
$65 million, subject to certain adjustments, plus 
inventories and receivables at the closing. The 
purchase is subject to the approval by Apco and 
TOTAL of a definitive agreement, approval of 
various U.S. and Canadian regulatory 
authorities as well as approval of a plan of 
complete liquidation by the stockholders of Ap- 
co Oil Corporation. 


The Arkansas City facility will more than 
double your Company’s refining capacity. This 
refinery was recently modernized, with a new 
crude unit and a catalytic reformer placed in com- 
mission in 1974 and 1975. The facility is 
capable of manufacturing a high yield of 
gasoline. Agreements relating to the current 
supply of domestic crude oil for the Arkansas 
City refinery will be transferred from Apco to 


TOTAL when the transaction is closed. The pur- 
chase of the refinery, pipelines and terminals, 
supplying customers in fourteen Mid-Continent 
states, will extend TOTAL’s refining and 
marketing operations and enhance its gasoline 
manufacturing and distribution flexibility. The 
United States has a permanent deficit of 
refinery capacity. This, as well as other basic 
factors, has improved the economics of refining 
and marketing in the U.S. in the past few years. 


The acquisition of Apco’s Canadian producing 
properties will increase TOTAL’s proven reserve 
position in Canada (29 million barrels oil; 175 
billion cubic feet gas at 12/31/76) by approxi- 
mately 10 percent. Canadian policies, both federal 
and provincial, affecting oil and gas pricing indicate 
that increased prices may be expected from this 
production in the future. 

Upon closing of this purchase, and following 
the acquisition of Hanover Petroleum Cor- 
poration in 1976, TOTAL will have increased its 
investments in North America by over $110 
million during the past two years. The 
acquisitions are in areas of the petroleum in- 
dustry that add to TOTAL’s existing strengths. 


u.s. energy policy 


President Carter’s energy program is 
Currently progressing through the Congress of 
the United States. In its present state, it is not 
anticipated that the program will have a 
negative impact on the competitive position of 
TOTAL. However, the plan is not in final form. 
We will continue to carefully assess its impact 
as the program develops. 

We concur with the premise of the 
President's plan that conservation of energy is 
fundamental to a national energy policy. But 
conservation alone is not enough. Petroleum 
will continue to be a primary energy source 
through this century. Given adequate incen- 
tives, there are new supplies of oil and natural 
gas to be found. 


We look to the remainder of 1977 with con- 
fidence. We expect to achieve our major goal of 
significantly increasing funds generated from 
operations in all areas of our operation. 


On behalf of the Board of Directors 


Philippe Dunoyer 
President 


August 8, 1977 


operating data 
Six Months Ended 
June 30 
1977 1976 

Crude oil and condensate hak nie 
production before 
royalties (BPD): 

CanaGanuina tea aki 5,075 5,192 

UES h meaecete serena. bee 4,705 1,936 
Natural gas sales 

before royalties (MCF/Day): 

Canada irra. 19,895 17,612 

US yrnerens cea ince hiss: 25,803 13,812 
Crude oil refined (BPD) .... 42,071 38,643 
Refined product sales (BPD).. 48,027 47,154 
Gasoline sales (BPD)....... 29,004 29,142 


consolidated statements of changes in financial position 


Funds were provided by: 


Operations — 


Net income for the period 


(United States Dollars) 


Income charges (credits) not affecting 


working capital in the period: 


Depreciation, depletion and amortization ... 


Deferred income taxes 


Additional long-term borrowings 


Six Months Ended June 30 


1977 


7,974,000 


8,695,000 
6,150,000 


1976 


$ 3,949,000 


5,842,000 
3,300,000 


Proceeds from sale of future production 


Sale of properties 
Issuance of equity securities 


Total funds provided 


Funds were used for: 
Capital expenditures — 


87,000 


22,819,000 
6,054,000 
4,000 
724,000 


29,688,000 


13,091,000 
49,795,000 
1,696,000 
712,000 
2,261,000 


67,555,000 


Petroleum and natural gas interests 


and production equipment 


Refining, marketing and transportation 


Long-term debt paid or reclassified 


to current liabilities 


Dividends paid 


Reductions of deferred income 


26,927,000 


12,751,000 
5,528,000 
54,000 


7,485,000 
421,000 
61,000 
627,000 


$2,761,000 


Changes in components of working capital: 
Working capital, beginning of period 


60,105,000 
1,531,000 
432,000 


7,213,000 
423,000 
966,000 
437,000 


71,107,000 
(3,552,000) 


$ 8,604,000 


19,108,000 


Increase (decrease) in current assets: 


Cash and short-term investments 
Accounts and notes receivable 


Inventories 


Notes payable 


Accounts payable and 
other accrued liabilities 


(2,813,000) 

(570,000) 
6,077,000 

(508,000) 


(7,174,000) 
9,605,000 
273,000 

(241,000) 


2,186,000 


2,463,000 


(Increase) decrease in current liabilities: 


3,006,000 
(464,000) 


(1,967,000) 


575,000 


(2,000,000) 


504,000 
(1,360,000) 


(3,159,000) 


(6,015,000) 


$ 11,365,000 


$ 15,556,000 


REVENUE: 


Net sales of refined products 
Net sales of crude oil and natural gas 


Other income 


EXPENSES: 


Purchased crude oil, 
products and merchandise 


Operating 


Marketing and administrative 
Depreciation, depletion and amortization 


Interest 


NET INCOME FOR THE PERIOD 
NET INCOME PER SHARE 


Average outstanding shares 


consolidated statements of income 
(United States Dollars) 


Six Months Ended June 30 


1977 


$144,174,000 
20,297,000 
1,158,000 


1976 


$125,850,000 
12,486,000 
831,000 


165,629,000 


139,167,000 


110,332,000 
18,041,000 
10,962,000 

8,695,000 
3,475,000 
6,150,000 


99,648,000 
14,370,000 
9,614,000 
5,842,000 
2,444,000 
3,300,000 


157,655,000 


7,974,000 


135,218,000 


$ 3,949,000 


$.62 


$.31 


TZ2SO95702 


12,788,386 


Three Months Ended June 30 


SVT) 


$ 84,271,000 
$ 3,680,000 
$ 4,412,000 

$.34 
T2SLSiio2 


ISAS 


$ 72,776,000 
Sos 000 
$ 2,306,000 

$.18 
12,788,719 


NOTES: Net income per share is computed assuming full conversion of Series A Preferred 
shares into Common shares. Common equivalent shares represented by warrants and em- 
ployee stock options are not included in the calculation since assuming exercise is antidilutive 


or insignificant. 


Dividends to the Series A Preferred shareholders were at the rate of 35 cents per share for 
each of the six month periods and aggregated $421,000 for 1977 and $423,000 for 1976. 


The financial statements include all normal adjustments and accruals, but are unaudited. 


LITHOGRAPHED IN CANADA 


